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Dear App’ .cant:

We have considered your application for recognition of exemption fros federal
income tax wander ssction 501(c)(4) of the Internal Revenus Code.

The information subaitted discloses that you ware incorporated under the l:iws
of I oo N

The purposes of the Corperation are to provide for maintsaance, preservation
and architectural control of the residence lots and comsos arsa within that
certain tract of property described as "N " o~ I

. and to promote the health, safety and weifare of the
residents within the above described property.

Your By-Lavs provide that members are those persons or entities who hkold
sieple title to any lot.

Your activities, as stated in your application consist of maintenance and
preservation of the residential lots aad common area of the resideatial
property suddivision kaove as I, 204 providing residents with
maintenance service, inciwding capital iaprovexents, pavilion landscaping,
fence repair. moving and snov ramoval.

Your income comes sclely from membership dues and interest. Expeases hava
been for mazintemance, professional fses, board meabers attendznce fees,
postage and priating, lot [, pavilion landscaping, fence repair, sowing and

snow removal, snd making of paymsnts to utilities for electricity provided to
COBROR areas. '

The common arsa is restrictsd to uss by the I property owners, ue is
the common/recrestios arsa consisting of a boat ramp, dock, boat slips,
pavilioz and a small beach.
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Section 501(c) {4} of the Tnternzl Revenue Code provides for the oxemption from
federal income tax of civic leagues or organizations not organized for profit,
but operated exclusively for the promotion of social welfare.

Section 1.501(c)(4)-1(aj(2){1) of the Income Tax Regulations provides that an
organization is operated for the promotion of social welfare if it promotes in
sone way, the common good and general welfare of the people of the community.
An organization described in this section is one which is operatzd for the
purpose of bringing about civic bettermsnts and social izprovements.

Revenue Ruling 72-102, 1972-1 C.B., 149, states that z non-profit organization
formed to preserve the appearance of a housing development and to maintain
streets, sidewalks and common areas for use of residents is axempt under
section 501(c)(4). Membership is required of all owners of real property in
the developssnt and assessments are levied to support the organirzation’'s
activities. It was held that by maintzining the property normally maintained
by a municipal governmeat the organizaticn served the coamon good amd general
velfare of the pecple of the community.

Reverue Ruling 74-99, 1974-1 C.B. 131, modified Revenus kuling 72-102 dy
providing new guidelines under which 2 homeowners association could be exempt.
These guidelines are:

1. The organization must serve a "community” which bears a reasonadis
recognizable relationship to an area identified as a governmentsl umit;

2. It must not conduct activities directed to the exterior maintenancs of
private residsnces; and

3. TYhe common areas or facilities must de for the use and snjoyment of the
general public.

W

Revenue Ruling 74-99 sntates that "...Revenue Ruling 72-102 was intended only
to approve owner=hip and maintenance by a homeowners association of such arsas
as roadways and parklands, sidevalks and street lights, access to or the use
snd enjoyment of which is extended to members of the general public.” Since
access to and use of your facilities is limited to ths residents of the
development, you do not qualify for exemption under section 801(c){(4) and are
a taxable entity. You are rsquired to file federal income tax rsturns on Fora
1120.

Ssction 528 of the Internal Revenue Code deals with organizations which are

- "homsowners' associations”. The .erm "homeowners' association" for purposes
of this section means an organization which is a condominium management
associgtion or a residential real estate management association.
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The corganization must be organized to provide for the acquisition,
construction, management, maintenance ind care o! association property. In
addition, 60% or more of the gross income of such osrganization for a taxable
yoar must coae from aeabsrship dues, fees or assessaents from owners of
residential proper and 90% or mors of the expenses for the organizstion sust
be expenditures - - - he acquisition, construction, nanagement, mainteaance and
care of the as - . on property. Under this arrangemeat, no part of the net
aarnings of the .zsc :dation can benafit any private individual and the

association muat elect to have (his section apply to them in esch taxable
year.

We are enclosing a copy of Publication 588 which provides information
coucerning this section which may spply to your association.

If you 40 not agres with our findings regarding ynur exeapt status undsr
section 501(c) (4), we recommend that your request a coniasrence with a member
of cur Regional Office of Appeals. YVour requast for a conference should
include a written appeal giving the facts, law, and any other informatioa to
support your position as explaimed in the enclosed Pudlication 892. You will
then be centacted to arrange a date for a conference. The conference aay bde
held at the Regionmal Office, or, if you requast, at any mutually convenient
district office. If you will be represenies by someocne who is mot one of your
principal officers, that person will peed to file a powsr of attorrey or tax
information authorizatioa with cs.

If you do pot appeal this determination withim 30 days ‘rom the dats of this
letter, as explaimed in the enclosed Pudlication 892, this will become our
fimal deternination oa this aatter.

Sincarel

]
District Bivector

Eaclosure: Publication 832
Publication %88




